Routledge 


Taylor & Francis Group 


Intemational International Critical Thought 
nucd 
Thought 





ISSN: (Print) (Online) Journal homepage: https://www.tandfonline.com/loi/rict20 





Neo-chartalist or Marxist Vision of the Modern 
Money? Critical Comparison 


Damian Winczewski 


To cite this article: Damian Winczewski (2021) Neo-chartalist or Marxist Vision of the 
Modern Money’? Critical Comparison, International Critical Thought, 11:3, 408-426, DOI: 
10.1080/21598282.2021.1966641 


To link to this article: https://doi.org/10.1080/21598282.2021.1966641 








BH Published online: 22 Aug 2021. 
rj 
Submit your article to this journal Œ 
all Article views: 72 
à 
Q View related articles @ 


® View Crossmark data @ 


CroseMark 


Full Terms & Conditions of access and use can be found at 
https://www.tandfonline.com/action/journallnformation?journalCode=rict20 


INTERNATIONAL CRITICAL THOUGHT Z 
2021, VOL. 11, NO. 3, 408-426 z Routledge 
https://doi.org/10.1080/21598282.2021.1966641 & Ww Taylor & Francis Group 





® Check for updates | 





Neo-chartalist or Marxist Vision of the Modern Money? Critical 
Comparison 


Damian Winczewski 


Faculty of Philosophy and Sociology, University of Maria Curie-Sktodowska, Lublin, Poland 


ABSTRACT ARTICLE HISTORY 
The set of neo-chartalist views on the functioning of money in the Received 18 August 2020 
economic circulation advertised as Modern Monetary Theory is Revised 8 April 2021 
becoming increasingly popular on the left. Marxist economists Accepted 7 July 2021 
usually dispose of this theory as another incarnation of Keynesian 

; KEYWORDS 
reformism. However, because of its growing popularity, Neo-chartalist: Modern 
confronting this theory with the Marxist theory of money seems Monetary Theory; Marxist 
to have considerable political significance. A comparison of the monetary theory; Karl Marx; 
two in the descriptive area indicates that there are some dialectics 
similarities between the two theories, but they are very general. 
On the other hand, my analysis shows that Marxist theory of 
money is not only compatible with the assumptions of Modern 
Monetary Theory concerning the functioning of modern money, 
but also gives a much more complete picture of its significance in 
the historically limited specificity of capitalism. Therefore, this 
comparison shows that it is worth promoting the Marxist theory 
of money as a true, actual theory of modern money, which is in 
its essence much more practical than alleged pragmatism of the 
Modern Monetary Theory. 


Introduction 


Modern Monetary Theory (MMT), also referred to as neo-chartalism, is a macro-econ- 
omic theory analysing modern economy from the perspective of the functioning of pub- 
lic finance in the state that has the monopoly to create independent currency in the fiat 
money system, which is not based on tangible commodities such as gold. The theory is 
frequently considered to belong to the school of post-Keynesian economics. In the recent 
decade, MMT has been gaining increasing popularity and attracting the attention of 
representatives of mainstream economics. Simultaneously, the theory has been the target 
of sharp criticism from all competitive schools of economics. Even the post-Keynesians 
themselves accuse MMT for vulgarizing that heterodox economy accomplishments 
(Lavoie 2011; Palley 2013, 2019). Marxists are predominantly highly critical of the clas- 
sical chartalism and the post-Keynesian concepts of money, which constitute the basis of 
the theses put forward by MMT supporters. Despite of conciliatory statements made by 
some representatives of MMT such as Bill Mitchell (2019) and the publications of some 
other economists who notice significant concurrences between their theory and Karl 
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Marx’s concepts (Niggle 2000; Tcherneva 2006), Marxists remain exceptionally distrust- 
ful of MMT and consider it to be one of the vulgar versions of Keynesianism. The existing 
Marxist criticism of MMT concentrates chiefly on its normative aspect, i.e., the principles 
presented by neo-chartalists concerning an economic policy that allows the state to 
achieve full employment in capitalism. According to a recent article by Michael Roberts 
(2019), MMT boils down to offering a theory to justify unrestricted government spending 
to sustain and/or restore full employment. 

Bearing in mind the fact that neo-chartalists, who are constantly gaining popularity, 
are a part of a wide opposition to the mainstream neoliberal approach to money, 
which makes them also a political problem, it is worth discussing the matter more exten- 
sively. Therefore, in my paper I would like to present a criticism of MMT focused on its 
descriptive aspects, emphasizing the profound discrepancies between MMT and Marx- 
ism, and showing the general vagueness of the alleged common aspects of the two theor- 
etical approaches. Leaving aside the broadly analysed neo-chartalists’ theses concerning 
the conduct of an economic policy by means of using budget deficit, I intend to compare 
the approach of Marxist and neo-chartalist economists to the nature and function of 
money. Thus, I would like to demonstrate that the dialectic Marxist theory opposes 
the main discussions of neo-chartalists concerning money, defying the classical opposi- 
tions between commodity money, credit money, and coupon money as well as ontologi- 
cal disputes between various heterodox economists about the role of the state and the 
private sector in the control of money supply. This would show that the Marxist vision 
of money's nature is more complex than neo-chartalists’ theses. MMT in comparison to 
it appears to be a very general theory. I think that considerable cognitive advantages of 
Marxism can be presented in this way: the supporters of popular neo-chartalism and 
other heterodox concepts might benefit from the reading of Marxist ideas about inter- 
connections between money and labour theory of value. 


Modern Monetary Theory Assumptions 


A separate study would be necessary to present in detail all the theses of MMT and the 
differences between the concepts of its most important propagators. Therefore, the dis- 
cussion will cover only the selected crucial principles of MMT which need to be directly 
referred to the aspects of Marxist economics interesting to us. This theory, in the relevant 
perspective, is primarily a negation of the dogmas of neoclassical economics on the fol- 
lowing levels: (a) the origin of money; (b) the supply of money; (c) the role of budget 
deficit, public debt and inflation; and (d) the rules of the functioning of state finances 
(Uminski 2014). In classical and neoclassical theories, money has three basic functions: 
firstly, it enables transactions; secondly, it is a measure of value; and thirdly, it has a 
hoarding function, i.e., it stores a given value in time. The main feature of the (neo)clas- 
sical approach to money is the emphasis on its neutral character: according to the repre- 
sentatives of this theory, it does not affect other, real economic processes (Bell 2001). The 
hoarding function is particularly emphasized: money always stores the value related to 
some commodity or bullion. In other words, its value is derived from the purchasing 
power of the commodity/bullion on which it is based. For David Ricardo (1817, 238), 
for example, money was simply gold or silver, and the same commodity as all others. 
This is why the representatives of the classical theory of money are called the proponents 
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of the commodity theory of money or, in the past, “metallists.” Neoclassical economists 
and monetarists have very similar beliefs. Milton Friedman (1994, 22), the author of the 
theory of monetarism, claimed that every currency should be directly or indirectly related 
to the value of a commodity. According to metallists, money historically comes from the 
barter economy and, as Carl Menger (2007, 257-262) claimed, it was born spontaneously 
and at a grass-roots level in order to facilitate the process of goods exchange. The means 
of exchange was another commodity then, which represented a special value for the par- 
ticipants of a transaction. In the neoclassical theory, savings play a key role in money 
supply. In this sense, banks first accumulate savings and then grant credits and loans 
as sources of investments, which is implied by the assumption that the rate of savings 
determines the rate of investments. This approach is, of course, linked to the quantity 
theory of money adopted by classical economists, which Friedman (2010) reintroduced 
into mainstream economics. 

The genesis of many of the assumptions of MMT is the long-lasting dispute over the 
origin and role of money between the supporters and opponents of the position outlined 
above. In the history of the economic thought, it has often been called the dispute 
between metallism and chartalism/nominalism (Wray 2015, 162). The German econom- 
ist Georg Friedrich Knapp is commonly considered to be the father of chartalism. In his 
book published in Germany in 1895 and translated into English in the 1920s, he claimed 
that money is not a commodity, but a creature of law invented and introduced into cir- 
culation by the state. It did not matter to him whether money existed in the form of gold 
or paper, because, as he claimed, it should be treated as a coupon or a token (in Italian: 
charta), which, through a social contract, allows people to trade (Knapp 1924, 32). Nowa- 
days, neo-chartalists believe that, regardless of having the form of paper, bullion or any 
other, money is no different from an electronic account entry. Such an entry is only 
worth as much as it is worth at the time of a particular transaction, i.e., its value equals 
the goods and services purchased at that time (Mosler 2014, 57). According to chartalists, 
it is the state that creates public demand for currency by announcing taxes that must be 
paid by citizens in the national currency. They believe that this applies to all monetary 
systems. An important factor of these systems is the fiscal freedom of the state: it will 
be considerable if the state is a sovereign issuer of its own currency with a floating 
exchange rate (unrelated to the rate of another currency, which is crucial for its indepen- 
dence), and smaller if the exchange rate is fixed or linked to the gold standard. Nowadays 
MMT supporters fully accept these assumptions, treating the transition from the bullion- 
based money system to the fiat money system, i.e., money not covered by any commod- 
ity, created by central banks ex nihilo, as a confirmation of the above theory. 

Heterodox economists often challenge the thesis that money was born spontaneously 
during a barter exchange and, in their research, they go back to ancient times and the first 
state institutions of that era (Semenova 2011; Bransbourg 2011; Graeber 2011). The sup- 
porters of chartalism believe that money was created as a result of actions taken by the 
state. This position has serious macroeconomic implications. Contemporary followers 
of chartalists assume that taxes do not finance state expenditures. On the contrary, it 
is the state that imposes taxes to create demand for the currency it creates and uses a 
fiscal policy to regulate the behaviour of economic entities (Mosler 2014, 31). In other 
words, Margaret Thatcher’s famous bon mot that the government has no money of its 
own is reversed here. In a sense, in a country that is a sovereign issuer of its own currency, 
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the government “has all the money” and creates a fiscal burden to ensure that the supply 
of currency matches the demand for it. Thus, for example, for neo-chartalists, the well- 
known problem of the modern-day crisis of the pension system is not reduced to raising 
money to pay out pensions. According to them, the state pension or insurance system 
cannot go bankrupt because the funds accumulated there are nothing more than an 
account entry (Mosler 2014, 73). They believe that instead of financial security, it is 
important to ensure an adequate supply of goods and services. Therefore, it can be 
said that, although MMT is largely a theory of the functioning of finances, the real 
effect of adopting its assumptions is at least a partial shift in the focus of the economic 
policy from the financial sector fetishized by neoliberals to the sphere of real work and 
production. That is why we can generally agree with David Fields claim that: “Like Marx- 
ism, MMT grounds value in the construction and maintenance of a collective material 
reality” (Fields 2017). 

The acceptance of the above theses about the origin and role of money implies a differ- 
ent stance from the neoclassical theory concerning money supply and the functioning of 
state finances. According to MMT supporters, the concept of the exogeneity of money 
and the possibility of the central bank’s exercising full control over it is highly question- 
able. According to Wray (1992), recognizing the strong exogeneity of money would 
require ignoring the endogenous variables such as expenditures, interest rate, unemploy- 
ment, inflation and the private sector's demand for credit. Realistically speaking, the cen- 
tral bank must keep these variables in mind, which rather confirms the assumption about 
the endogenous nature of money. Moreover, the representatives of the neo-chartalist the- 
ory of money affirm that the creation of money is also the responsibility of commercial 
banks or, to be more precise, they claim that money in the economy can be created and 
destroyed. With every credit granted, a bank creates a new deposit, which results in the 
appearance of a new purchasing power. In other words, the bank does not use the exist- 
ing deposits (“does not take away from anyone”) to grant a credit. New deposits create 
new assets (receivables due from the borrower to the bank) and liabilities (amount to 
be used by the borrower). Similarly, the repayment of a credit destroys money. Similarly, 
a purchase/sale of financial instruments representing the public sector (e.g., bonds) by 
the central bank constitutes the creation of new money. The above mechanism of creat- 
ing and destroying money is confirmed by publications of the Bank of England (McLeay, 
Radia, and Ryland 2014). Therefore, the central bank’s possibilities to control the supply 
of money are very limited and in fact come down to controlling the interest rate. There- 
fore, neo-chartalists think that the state acts in a similar way, recognizing, in accordance 
with the concept of functional finances, that the state “destroys” the surplus of money on 
the market with taxes. The supporters of MMT are also quite sceptical about the effec- 
tiveness of the monetary policy instrument of setting the required reserve ratio. It is 
claimed that it is not savings that are responsible for the creation of money, but the neces- 
sity of increased expenses. This implies an assumption that the level of reserves kept by 
commercial banks in the central bank largely depends on endogenous variables, i.e., on 
the current situation on the market, and it is influenced to a lesser extent by top-down 
directives of the central bank authorities concerning the level of minimum reserves. 
The endogenous nature of money leads also to rejecting the quantity theory of money 
and the resulting views on inflation. Neoclassical economists assume that the free market 
economy is based on a self-regulating mechanism leading to the maximum use of the 
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means of production. As a result, the state’s entry into the market game causes inflation- 
ary pressure and consequently increases production costs. However, neo-chartalists, 
similarly to Keynesians, claim that, in the market economy, the means of production 
are not fully utilized, which opens the door to state intervention. According to them, 
additional expenditure financed from the budget deficit does not translate in a linear 
way into an increase in inflation until the condition of the full utilization of the means 
of production is reached. Until then, in the event of excess demand, private companies 
would not increase prices but only the quantity of goods produced. However, there is 
a possibility of an increase in the rate of inflation in the event of underutilization of 
the means of production. This may be due to the supply side if, for example, with 
increased investments, there appears a shortage of skilled workers to handle the orders 
of the investing party. In principle, however, the inflationary effects of such a situation 
should be temporary and limited to an industry lacking in manpower only. Inflation 
can also increase when demand grows faster than the economy’s production capacity 
(Umiński 2014). 


MMT and Marx on Money 


The analysis of MMT’s main assumptions from a Marxist perspective is part of a broader 
dialogue between Marxist economics and post-Keynesianism that has been going on for 
many years. Many of MMT’s general assumptions about money, such as the recognition 
of its endogenous nature in the capitalist economy or the notion that money is created 
when debt is incurred, are known and rather commonly accepted in the post-Keynesian 
doctrine (Lavoie 1984). Of course, as in other trends of heterodox economics, this is 
linked to the criticism of the neoclassical assumptions concerning the neutrality of 
money. I will not analyse here the complex relations between the views of MMT suppor- 
ters and those of other post-Keynesians, nor will I reconstruct the fierce discussions on 
the particular assumptions of this theory held in recent years. I would like to focus solely 
on the relation between MMT and Marxism, bearing in mind, however, that criticism of 
the latter is largely part of the overall post-Keynesian reception of Marxist political econ- 
omics. To establish the relationship between MMT and the Marxist value theory, one has 
to answer the question of what is the real nature of Marx’s theory of money presented by 
him in Capital. The standard interpretation is that in this work we deal with a commodity 
theory of money. According to some economists, the assumption of the commodity 
nature of money is a theoretical necessity resulting from the logical structure of Capital. 
However, based on the fact that we live today in the era of fiat money, post-Keynesians 
have reached the conclusion that money no longer has a commodity nature, so the reality 
of the modern economy is in contradiction to Marx's theory (Lavoie 1986). 

In fact, to understand Marx’s position, we need to take a closer look at the methodo- 
logical assumptions behind his theory of money. Like in the rest of his critique of the pol- 
itical economy, Marx considered the functioning of money in capitalism from the point 
of view of his own original labour theory of value. Basing on the analysis of commodity 
circulation in the capitalist economy Marx distinguished multiple functions of money: 
measure value, means of circulation, means of hoarding, means of payment, and univer- 
sal equivalent. The “commodity” theory of money laid out by Marx in volume I of Capital 
seems at first sight to confirm the widespread views about origins and functions of money 
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in the nineteenth century. The philosopher from Trier adopted a concept of the origin of 
money, according to which money emerged spontaneously in the course of the social 
development of production and trade as a universal medium of exchange (Marx 1951, 
92). It should be noted, however, that Marx’s labour theory of value differs significantly 
from the theory of other classical economists, such as Ricardo, and therefore goes beyond 
the mere issue of market exchange, allowing for a more comprehensive approach to the 
analysis of the capitalist economy. For example, in Ricardo, the amount of labour con- 
tained in commodities does not determine their “absolute” value, but determines their 
exchange rations or relative prices. Therefore, changes in relative prices that are not tem- 
porary would indicate a change in the value of the commodity. According to these 
assumptions, an increase in the supply of ore, reducing its shortage, would lead to a 
decrease in its value. 

However, Marx believed that the amount of labour contained in commodities deter- 
mined their absolute value. A change in the relative market prices of commodities does 
not imply a simultaneous change in their real value. Ricardo could not distinguish 
between the social forms of value from the value of labour substance (Marx 1969, 
164-172). Meanwhile, Marx noted that the existence of different goods with different 
use value implied that they had to be paired with some general equivalent representing 
an absolute value independently of those goods. Thus, the origin of money is the social 
impact of various goods (Marx 1951, 92). In this sense, money is a special commodity 
that allows people to calculate the real value of goods, and not just one of many commod- 
ities assigned the function of money for the convenience and facilitation of trade. 

Therefore, from a historical perspective, money was to be a necessary product of the 
development of the commodity form (Marx 1951, 93). Marx found the very sources of 
the monetary form in the activities of nomadic tribes which interacted with other com- 
munities and needed easily transferable, movable monetary equivalents, for example, 
slaves (Marx 1951, 94-95). This, however, has little to do with the known hypothesis 
of the barter economy. According to Marx, the commodity market and money as a uni- 
versal equivalent, understood as above, developed only in a full capitalist economy. In 
pre-capitalist societies, it was impossible to talk about the commodity market in the mod- 
ern sense, because the allocation of social labour was mainly dictated by the central auth- 
orities. The social character of production was therefore presupposed and its products 
did not constitute commodities in the sense known to us, because process of production 
of commodities was centrally commanded. In such societies, accounting and certain 
units of account existed, but in the case of pre-capitalist social formations, money cannot 
be said to be the creation of a spontaneous, uninhibited market exchange. 

Only under capitalism do we have to amend the situation. All production is domi- 
nated by private, autonomous and independent units that produce goods of differen- 
tiated use value. The general equivalent equates with them without the intervention 
part and state regulation. In this way money becomes an endogenous creation of the pro- 
cess of capitalist accumulation and becomes a special commodity responsible for all 
social work. The role of the state becomes redundant here. Money, as understood by 
Marx, is therefore a general commodity, which does not mean that it has any immanent 
value, for it is characterized by having a particular form of value. This means that, like 
any other commodity, it can only be valued in terms of other goods, and this valuation 
occurs when money circulates. The concept of money-commodity tends towards 
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precious metals because of their characteristics: divisibility and reconstitution, durability 
and portability. Freshly dug gold or silver already has a market value, reflecting the 
socially necessary work that is the source of the value of goods that are equivalent to a 
given amount of bullion. In other words, it contains pure exchange value (Marx 1986, 
129). Hence, according to Marx, there exists monetary fetishism, a particular form of 
commodity fetishism, i.e., a belief in the magical value of bullion, which is apparently 
independent of human labour and social relations (Marx 1951, 96-99). Marxist theory 
does not, however, presuppose an inherent “metallism.” It should be stressed that the 
German philosopher did not base his analyses of commodity money on the model of 
pure capitalist economy. He assumed international exchange and state intervention in 
particular places; therefore, his concentration on bullion money resulted from the fact 
that at that time it was the most reliable settlement currency in international and inter- 
state transactions—it was world money (see Williams 2000). In Marxist analyses, the his- 
torical nature of money is emphasized, which leads to the assumption that it must 
eventually go beyond the commodity form and even became something incorporeal. 
In any form, however, it is a universal equivalent spontaneously created by the capitalist 
market. 

Marx himself described the historical evolution, during which, gradually, minted coins 
contained less and less bullion until they began to be displaced by paper money, which, as 
an almost worthless material, formally became a sign: a paper banknote symbolizing a 
given amount of bullion (Marx 1951, 132-133). According to him, paper money was 
not just a chartalist token because, in fact, its amount should correspond to the imagined 
amount of gold that should circulate if all paper money was to be exchanged for the 
respective amount of gold (134-135). Thus, if the amount of paper money in circulation 
were twice the potential gold reserves, then prices should be twice as high (136). This is of 
course derived from historical realities of certain period of development of the capitalist 
system, when paper money was convertible to gold. As Arnon explained: 


As long as the system is such that gold and convertible paper circulate side by side, a clear 
principle of limitation on the credit system is in operation. In their management of credit, 
banks must be guided by their need to maintain convertibility. In this situation paper money 
does represent a commodity (gold); via this association it is equated with other commodities 
both in the mind—as a unit of account, a measure of value—and in reality as a means of 
exchange. (Arnon 1984, 559) 


Nevertheless, in the light of modern knowledge, Marx’s theory cannot be described as 
commodity money theory comparable to those of the other classics, such as Smith or 
Ricardo. Money is a result of commodity circulation, but it does not have to be commod- 
ity itself—it represents the relation between socially produced values. Gold and other pre- 
cious metals are just convenient bearers of this relation. Marx’s statements on credit 
money presented in volume III of Capital and earlier in Grundrisse prove that, in his 
view, money is not so much a carrier of value as it represents purchasing power. More 
specifically, money expresses abstract wealth in the form of a measure of socially necess- 
ary working time. Ontologically speaking, money is not something qualitatively different 
from the time-value it symbolizes (Lagosz 2012, 64-65). The recognition of money pre- 
dominantly as a sign/symbol of a certain purchasing power clearly weakens the criticism 
of Marx’s theory of money from the perspective of the fiat money reality, because this 
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theory is no longer logically connected with the necessity of the validity of the bullion 
standard. Hence there are no obstacles to its validity in the realities of fiat money. In 
Marxist theory, it is recognized that Marx predicted that the gold standard (as a medium 
of circulation) was only a historic phase in the development of the capitalist economy, 
which would be replaced by an increasingly expanding credit system. However, it is 
worth adding that modern Marxists emphasize the central bank’s monopoly on gold 
and the fact that until the Bretton Woods crash in 1971 money-gold served as the pri- 
mary means of settlement in international transactions (Germer 1997; Vasudevan 
2009). The break with the gold standard as world-money in favour of the floating dollar 
standard opened the way to a new era in the history of capitalism described as financia- 
lization. This resulted in enormous profits for capitalists on financial markets. However, 
such change in capitalist economy did not prevent financial crises, which led to a huge 
burden on the rest of society. 

In that sense Marxist theory underlines the fact that money as a universal equivalent 
(whether it is gold or not) has to be closely related to the labour theory of value. Even if, 
after the elimination of the bullion standard, we would no longer consider bullion to be 
the main point of reference for paper money, according to Marx’s assumptions, we 
should still believe that the total purchasing power of money in circulation should cor- 
respond to the total volume of socially necessary working time included in the goods pre- 
sent on the market. This partially explains the financial crises of modern times—even 
after many years of constant growth billions of dollars (as credit money) in circulation 
will evaporate from stock markets because the law of value is still in motion. 


Credit or Commodity? Dialectics of Money in Modern Marxist Economy 


In order to understand the depth and complexity of the Marxist money theory, which 
distinguishes it from both the classical money theories and the neo-chartalist concepts, 
it is worth referring to the contemporary Marxist concepts reconstructing its social 
nature, independent of the activity of the state. Reading Capital, we can infer intuitively 
that money in Marx’s theory is not fully commoditized, nor can it be considered pure 
credit money. This results from the double function of money: it is not only a general 
equivalent, but also it is in itself a social relation because it combines capital and 
work. Money also plays a different role as means of payment and as means of purchase 
of labour power. 

Additionally, situation is more complicated because of some modern Marxist- 
flavoured analysis of money. For example, according to Graziani’s (1997) analysis, the 
commodity character of money seems to be problematic in an ontological sense. In a sim- 
plified model, when we limit the function of money to the production phase, then it 
seems clear that money cannot have a commodity character. A capitalist uses money 
to acquire a workforce that will allow him to produce goods. From this perspective, it 
seems illogical for a capitalist to use goods to buy labour. Moreover, money as a com- 
modity would have to be a product of an earlier production process. Should we regard 
money as a commodity, it would imply the existence of some characteristic commodity 
serving as money before the production phase, the origin of which we would not be able 
to explain. According to Graziani, we should renounce attributing a permanent, univer- 
sal nature to money. Instead, we should consider the hypothesis that money changes its 
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nature depending on which phase of circulation it is in—the initial phase of exchange 
between work and capital or the phase of circulation of commodities (Graziani 1997). 
On the other hand, at the stage of circulation of commodities, there is no reason to 
deny that money is a commodity, a universal equivalent that makes it possible to obtain 
other goods. When we look at the natural economy where there is no division between 
work and the means of production, from a logical point of view, the classical hypothesis 
of the nature of money, in which the function of money is performed by a product chosen 
by the community at a grass-roots level which makes it possible to trade in surplus pro- 
duction, does not raise any objections. However, when we come back to the issue of 
exchanging labour for capital at the initial stage of circulation in the capitalist economy, 
it turns out that money must have purchasing power without being a commodity. Thus, 
in the initial stage of circulation, money necessarily has the nature of credit. Marx's ana- 
lyses of wages also prove the credit character of money to some extent because Marx 
emphasized that all settlements between the capitalist and the worker generally take 
place ex post. Thus, we can say that, in fact, in the initial phase of production, the capi- 
talist acquires workforce on credit, making a commitment to the worker that he will pro- 
vide him with the means to obtain the necessary goods at the contractually agreed time. 
The key question remains: What about the value of money? As Graziani argued, in the 
capitalist economy, money is not used to ensure turnover in the market for already pro- 
duced goods, but it is a means of initiating commodity production. It is not considered as 
a permanently acquired means (constituting some kind of capital reserve), but as a short- 
term loan providing liquidity during the production cycle. At the end of the cycle, money 
returns to the lender or is used to start the next cycle. Thus, anyone who uses money as 
capital does not juxtapose the working time needed to produce goods with the time 
needed to produce money, but the working time used with the interest paid to a financial 
institution. The value of money in the relationship between the financier and the entre- 
preneur is something different from that in the relationship between the entrepreneur 
and the market (Graziani 1997). 

However, in sharp contrast to Graziani and MMT positions, in the classic version of 
Marxist economics we can distinguish the significant difference between money and 
credit. Arnon in his historical analysis of Marx’s vision of money stressed: 


In order to understand “the inherent laws of monetary circulation” one has to study money 
in its complete form. Thus it is not enough to study only paper money or other forms of 
“tokens of value” such as coins... . It is necessary to begin with the basic form of money, 
commodity money. The laws governing paper money can only be understood within the 
framework of a correct theory of what Marx sometimes called “real money,” i.e., commodity 
money.... Money as money appears with the production of use values which are not con- 
sumed at once, i.e., with the creation of a surplus above immediate necessities. This surplus 
use value is represented by money. (Arnon 1984, 562) 


This leads us to significant division between roles that money plays in modern economy: 


Marx emphasizes the distinction between money functioning as means in circulation (some- 
times called means of purchase) and the forms of money functioning as means of payment. 
...[T]he apparent means of payment are exposed as only representing money, rather than 
as money itself. While in its function as a hoard money is external to circulation, in its func- 
tion as means of payment money remains in circulation. Here it fulfills two necessary and 
contradictory roles. If all payments cancel each other out, it functions as a mere measure of 
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value; while if payments do not cancel each other out, it functions as means of circulation, 
but not as a “transient” one (like coins) but as an “absolute commodity.” (Arnon 1984, 566) 


All of these have very significant implications. Money in its basic function is the means 
of payment between two sides and leaves no obligation. Credit on the other hand assumes 
formal and informal obligation between borrower and lender. Thus, credit constitutes 
complex relationship between transaction sides. It is a promise of payment based on 
the prior existence of money. Hence, Marxist view on that issue can be labelled as mon- 
etary theory of credit, not credit theory of money as it is in various post-Keynesian cur- 
rents including MMT. Marxists generally agree that credit mechanism has endogenous 
character. However, Marx already observed some sort of credit mechanism in exchange 
of commodities on market. Thus, the credit mechanism used by government or bank is 
merely “the externalization of the internal credit mechanism of money” (Wang 2019). 
Moreover, the Marxist theory assumes heterogeneous character of money demand, 
which is far more complex than in competing economic theories. Hence, contrary to 
Graziani's stance, ontological primacy of money-commodity has a perfect methodologi- 
cal sense. It shows us that the circulation of credit money in modern economy cannot be 
disconnected from circulation of commodities, which is best explained in Marx’s money- 
commodity model. We cannot properly explain structural mechanisms of financial crises 
focusing exclusively on credit money and its circulation. If we want to understand credit 
money system, we have to connect it to the world of commodities and its absolute value 
expressed in socially necessary labour time. 

The above analysis does not neglect that from Marx’s concepts one can derive a mon- 
etary theory of credit adapted to the reality of flat money (Moseley 2005, 9-17). The 
carrier of value as such does not have to have value itself. Thus, paper money that is 
not exchangeable, not covered by any bullion (the same as a chartalist token), can theor- 
etically be a carrier of value itself. To this end, it must be considered by the owners of 
goods as a universal equivalent and, consequently, it must be exchangeable for all avail- 
able goods. The question then arises: if socially necessary work is represented by paper 
money that is not exchangeable for gold, what then, in the economy as a whole, deter- 
mines the amount of money corresponding to an hour of socially necessary work 
when it cannot be compared to an hour spent on the production of gold? According 
to Moseley (2011), the essence of the problem lies in the fact that in Marx’s analyses 
of paper money, gold is nothing more than a medium that intermediates a certain num- 
ber of hours of socially necessary work in relation to the amount of paper money in cir- 
culation. Starting from the analyses contained in Capital, MELT—monetary expression 
of labour time—could then be expressed in a simple equation in which the amount of 
money in circulation in the whole economy is divided by the total amount of socially 
necessary hours of work consumed by that economy in a given period. In other 
words, nowadays, unlike in Marx’s times, the value of money could be directly deter- 
mined by working time, without the direct mediation of bullion. The amount of 
money in circulation does not translate directly into prices. They are determined to a 
greater extent by MELT: when the nominal value of money in circulation begins to 
exceed the value of work contained in available goods, then the purchasing power of 
money should decrease. In conclusion, in the capitalist economy as a whole, the value 
of money in circulation should more or less correspond to the value of goods in 
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circulation and the added value contained in them. At the same time, at the individual 
level, investments of individual entrepreneurs can be successfully financed with money 
created and destroyed by financial institutions, the value of which has nothing to do 
directly with working time. 


Core Problems of MMT: State Fetishism and Reductionist Approach 


At the first sight it can be said that the Marxist approach to money does not directly con- 
tradict the chartalist theory of money, which is the basis of MMT. Modern Marxist econ- 
omics in no way excludes the possibility that the capitalist economy can grow in the fiat 
money system, while capitalists and the government can make investments with money 
created ex nihilo and even achieve a high rate of return on invested capital. Nor does it 
insist that the price of currency should necessarily be linked to the gold standard like 
hundred years ago. However, it suggests that flat money system and elastic fiscal policy 
are not enough to keep capitalist system stable. From the complex, dialectical-historical 
perspective represented by Marxism with regard to money, the neo-chartalist approach 
faces the following logically linked limitations: (1) the fetishization of the state and its 
control over money; (2) the static and one-sided approach to money as a computational 
unit related to debt, ignoring the issue of its value; and (3) financialist reductionism 
ignoring class conflicts and thus leading to wrong conclusions concerning inflation, 
and it leads to false pragmatism of neo-chartalist attitude. 

(1) In view of the analyses preceding the Marxist approach to money, the most 
serious difference between the two economic traditions seems to be the different assess- 
ments of the role of the private sector and the state in the process of money creation 
and circulation. In the MMT theory, the state apparatus itself seems to be not only a 
main, panhistorical source of money circulation, which is neglected by the Marxist 
economic theory, but also a neutral agent enabling a progressive economic policy irre- 
spective of the class power ratio. Marxists recognize the kind of dominance of the state 
Over money in capitalism, not in the meaning of a demand generator, but as an execu- 
tive apparatus of the dominant class that protects the interests of the bourgeoisie and 
market stability. In other words, the state controls and manages money flows on behalf 
of capitalists (Rocha 2018). With regard to creation, Marxists focus on the fact that 
96% of the money in circulation is the result of private institutions’ creation, so 
they recognize the primacy of this sector (Booth 2019). The followers of MMT con- 
clude that the state, as a strong and centralized public institution, can also create 
money like private institutions and allocate it to social needs. However, they do not 
speak directly about the political importance of the state-money relationship, which 
is noticed by Marxists: 


The national currency can be a tool of capitalist accumulation and the projection of state 
power. Confidence in that currency can facilitate the financing of the state, through taxes 
and debt, enabling the military expenditures which reinforce that power. On the other 
hand, if confidence in that national token currency, a form of fetish-ism, permits overexten- 
sion, by accumulation of international debt, financial “innovation,” and military overreach, 
then the international financial system based on that national currency is at risk. The role of 
the dollar as the universal equivalent is confronted by the discrete limits of its backing, the 
US national tax capacity and emerging-country export capacity in the midst of a steep global 
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downturn. At this point, the role of the US dollar as a key currency becomes a source of 
global instability, instead of the opposite. (Davis 2010, 414) 


The supporters of MMT usually affirm the privileged position of the United States as 
the issuer of the global reserve currency by advocating that the country increases its bud- 
get expenditure. The position of the United States as a global empire does not induce 
MMT supporters to think critically about the political role of the country, but to negate 
the importance of the trade balance. Warren Mosler (2014) argued that the US trade 
deficit was truly beneficial, because in exchange for “virtual entries” in the account, 
the country could obtain real goods and services from China, for example. Thus, on a 
theoretical basis, he affirms the exploitation of exporting countries by imperialist states. 
Those superpowers like the United States can afford a significant surplus of imports over 
exports because the strength of their monetary domination is based on their political and 
military power, which keeps the demand for their currency. He is aware that smaller 
countries cannot afford to take full advantage of the prescriptions proposed by MMT. 
However, the economic capacity of individual states is reduced by neo-chartalists to 
strictly accounting issues, while the political dimension seems neutral. In this sense, 
MMT looks at the economy from the perspective of powerful countries (Epstein 2019, 
22), while according to current analyses, it has little to offer to developing countries 
(Bonizzi, Kaltenbrunner, and Michell 2019). 

(2) This kind of “pragmatism” makes MMT supporters interested in money as an 
accounting unit and not in its value, since the only important thing in this theory is to 
ensure full employment and market liquidity by means of appropriate accounting oper- 
ations (Kregel 2019). The fact that even the first chartalists had no idea about this pro- 
blem was precisely noted by Shaikh: 


They fail to notice that money is always convertible in the market, so that convertible tokens 
represent (periodically adjusted) pegged exchange rates between money and gold, while 
inconvertible tokens represent fully flexible ones. They also fail to notice that debasing or 
devaluing the currency always favors the debtor, in which capacity the state has functioned 
throughout history. (Shaikh 2016, 685) 


Contemporary chartalists do not seem to worry about the complexity of social 
relations behind the circulation of money in the economy and profit-oriented commod- 
ity production, either. MMT supporters, while fundamentally aptly describing the 
powerful role of the state in the fiat money era, make a mistake of arbitrarily transferring 
this vision to the entire economic history (Shaikh 2016, 687-688), in which the demand 
for money was always a token created by the state, while Marxists recognize the historical 
diversity of monetary forms (Lapavitsas 2016, 235). They see also difference between 
token that represents credit obligation and money as measure of value contained in 
socially necessary labour time. Additionally, they emphasize that money emerged due 
to private economic entrepreneurship. It was well explained in Roberts's critique: 


But the MMT circuit fails to show what happens with the money that capitalists and house- 
holds have. In MMT, M (in value) can be increased to M’ purely by state dictat. For Marx, M 
can only be increased to M’ if capitalist production takes place to increase value in commod- 
ities that are sold for more money. This stage is ignored by MMT. The MTT circuit starts 
from the state to the non-state sectors and back to the state. (Roberts 2019; italics in the 
original) 
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Therefore, according to Roberts, neo-chartalists cannot connect money to its value: 


Modern states are clearly crucial to the reproduction of money and the system in which it 
circulates. But their power over money is quite limited—and as Schumpeter said (and Marx 
would have said), the limits are clearest in determining the value of money. The mint can 
print any numbers on its bills and coins, but cannot decide what those numbers refer to. 
That is determined by countless price-setting decisions by mainly private firms, reacting 
strategically to the structure of costs and demand they face, in competition with other 
firms. (Roberts 2019) 


Thus, the affirmation of MMT’s reductionist position in the descriptive aspect may 
lead to serious complications in the normative aspect, i.e., the loss of the state’s control 
Over money, or it may reward countries such as the United States, which, due to their 
position, may force other countries to submit to their financial system (Lapavitsas 
2014), which has a positive impact on demand for their currency. 

(3) Moreover, state-centred MMT actually deprives the working class of subjectivity 
and denotes its passive role. Thus, the important role of class struggle for the distribution 
of national income, indicated by Michał Kalecki (1980a), is ignored, the weakness of 
workers’ organizations enables capitalists to increase their rate of profit. Although 
MMT supporters proclaim a break with the fetish of a continuous GDP growth (Wray 
and Tymoigne 2013), they do not see any objective obstacles to maintaining a progressive 
economic policy in capitalism, treating it as a problem of adequate money supply 
(Andresen 2013). Kalecki’s realism is alien to them. He predicted that capitalists 
would not want to lose control over employment and wages, so they would take all 
measures to counteract the reform of capitalism (Kalecki 1980b). 

However, recently some MMT defenders sympathetic to Marxism were arguing that 
Kalecki’s argument actually strengthens their viewpoint: “Kalecki contends that popular- 
ization of the ‘doctrine of full employment’ destroys the capitalist’s knee-jerk arguments 
regarding budgetary crisis and inflation. What remains is the power struggle we all agree 
we must fight [for control over central banks]” (Tankus et al. 2019). Although this view is 
right, it is difficult to deduce it from the neo-chartalists’ works without prior knowledge 
of Marxist literature. Meanwhile, taking into account the dynamics of the relationship 
between work and capital is crucial to understand why a reform of capitalism consisting 
in maintaining full employment and stable prices by a “progressive” state apparatus is a 
fantasy until the power of capital is overthrown. In Shaikh’s theory, creating money and 
increasing budget deficit increases the purchasing power of workers, which has a positive 
effect on aggregate demand. If the purchasing power of the working class “pumped” by 
the state increases at the expense of capitalists, it may lead to a reduction in the profit rate 
and a reduction in the supply of good by capitalists, which in turn leads to an increase in 
unemployment and inflation, and hypothetically even to stagflation. Thus, in capitalism a 
progressive economic policy and a stable growth are always limited by the criterion of 
profitability (Shaikh 2016, 702-745; Johnson 2018). In this sense, the reductionism of 
neo-chartalism means that, although the norms it recommends with respect to an econ- 
omic policy are legitimate, they are limited by the production relations in capitalism. 
Thus, the hope of stabilizing the dynamics of this system may turn out to be vain. 

The last and most important problem stems from the above. As can be seen, MMT’s 
superficial approach to the nature and role of money in contemporary capitalism is 
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limited to the analysis of the functioning of its financial system. In the perspective of 
Marxist criticism, it does not guarantee the stabilization of the macrodynamics of this 
system. Thus, MMT’s alleged pragmatism of cutting itself off from the social and political 
functions of money, and hence the complexity of the roles that money plays in the world 
economy and the impact of class struggles upon it, while focusing on the short-term 
benefits of issuing currency, turns out to be simply false. 


Can Neo-chartalists Learn from Marxist Approach? 


The attitude of MMT supporters to money is largely instrumental and marked by alleged 
pragmatism. They are mainly interested in the practical use of MMT as a tool of an effec- 
tive fiscal policy and it seems a secondary issue whether the money is nominally anchored 
in some commodity base. Marxist economics does not deny the reality described by 
MMT, but rather than stopping at superficial macroeconomic effects, it tries to analyse 
the whole matter much deeper. Admittedly, the two heterodox economic traditions 
agree on the general theses: the neoliberal monetary policy based on the concept of exo- 
geneity of money is unreliable; the real economic performance does not depend on the 
amount of money in circulation to such an extent as it is presented in the neoclassical 
economics; the economic condition and welfare of society depend on real goods and ser- 
vices produced. 

The Marxist theory allows us to deeper understand a certain fiction of the function- 
ing of the capitalist financial system, which is not very critically perceived by neo-char- 
talists. The value of work does not have to be directly translated into prices. However, it 
allows us to assess the real state of the economy and determine the rate of capitalist 
exploitation. John Weeks convincingly demonstrates in his analyses that the commodity 
money base is a nominal anchor for the price level of goods in the market, i.e., it is a 
nominal variable which can be used to examine deviations of the aggregate price level 
from the aggregate value of working time accumulated in goods. For instance, from a 
historical perspective, a correlation between the increase of the aggregate price index in 
the United States and the drop in the production of gold in the world can be observed. 
This does not mean, of course, that the gold output and prices explain price fluctuations 
in the United States and that we should return to the bullion standard. According to 
Weeks, this indicates that a hypothetical commodity that serves as a universal equival- 
ent, such as gold, may in practice constitute a nominal anchor for prices. However, this 
does not explain whether there is a correlation between a gold value measure and nom- 
inal prices. Nor does it explain the relationship between the value of gold and the price 
of gold in a non-exchangeable paper currency. And, therefore, it also does not explain 
the relationship between the price of gold and the price of goods in the fiat money sys- 
tem (Weeks 2012). It does, however, confirm Marx’s conviction presented in volume III 
of Capital, where he declares that while the credit money system can be based mainly 
on faith, it cannot be fully detached from its social work-based commodity basis (Marx 
1959, 163). As Prado rightly observed: “What characterizes money above all is that it 
represents commodities in general; as a sui generis commodity, it appears before all 
the others as their possible form par excellence” (Prado 2016, 21). Money, however 
its form is, cannot be disconnected from value of social labour embodied in 
commodities. 
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This shows the validity of the law of values in contemporary capitalist economy. 
Although profitability rates achieved by capitalists, e.g., through investments in the finan- 
cial sector, as well as through the circulation of empty money, may radically exceed the 
value of the aggregate socially necessary working time, as Michel Husson wrote, it some- 
times happens that the economic order is restored by the law of values. This is evidenced 
by stock market crashes during which money evaporates from the market, i.e., share 
prices significantly exceed the real profit rate (Husson 2011, 39). Hence, the advocates 
of MMT could learn from Marx that the correctly understood notion of money and 
demand on it should be linked with the sphere of real production of commodities and 
their value. 


Employer of Last Resort as Solution to MMT Problems? 


The problem of the nominal anchor seems to be recognized by some of MMT supporters. 
Mitchell (2007, 123) stated explicitly that the classic Keynesian policy of fiscal expansion 
to increase aggregate demand did not provide any nominal anchor and did not protect 
against rising inflation. According to him, relying on government expenditure and 
investments means de facto relying on market forces, due to which price stabilization 
and full employment will not be possible in the long term, which is implicitly in line 
with the Marxist criticism of Keynesianism (Shaikh 2016, 674). Mitchell and other 
MMT supporters believe that the solution to this problem is the Employer of Last Resort 
(ELR) concept according to which all those who are unemployed, constituting Marx's 
reserve labour army, whose existence is a condition for inflation stability in the neoclas- 
sical economy (famous NAIRU, Non-accelerating Inflation Rate of Unemployment—see 
Ball and Mankiw 2002), could be employed by the government in various socially useful 
jobs. Although they would not be paid so well as in the case of jobs created by private 
capital, the ELR would be independent of market forces and guided by the needs of 
local communities (Mitchell 2007, 124). On the other hand, it is supposed to strengthen 
the private sector by standardizing price and wage levels (Mitchell and Mosler 2006). 

This obviously has nothing in common with the nominal anchor in the Marxist sense, 
i.e., the link between the absolute price level and the value of goods. These assumptions of 
MMT as well as the remaining ones are also arbitrary and based on state fetishism, and 
disconnected from notion of money value. The assumption is that the level of prices and 
wages is a question of the relationship between the state and the private sector, which 
ignores considerable empirical evidence of workers’ struggle for higher wages (Shaikh 
2016, 46, 688, 692) and fluctuations in the international market. 

I do not want to get involved in discussions about the practical chances of this project's 
success and its possible advantages over the other competing universal basic income pro- 
jects. MMT reductionism also at this point signals a come-back to the classic problem of 
ownership. Neo-chartalists attempt to avoid this problem by pretending that money and, 
consequently, the level of employment and inflation are neutral to the form of ownership 
of the means of production. In the light of Marxist economics, it is difficult to imagine a 
“key reform of capitalism” implemented by means of a punctured monetary theory. I 
think, however, that MMT could be more compatible with the reality of a socialized 
economy if neo-chartalists took a more serious interest in the problem of ownership. 
On the one hand, MMT shows that the way modern money works is no obstacle to 
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achieving a state of economy that ensures full employment and the full utilization of pro- 
duction capacities. On the other hand, the Marxist criticism shows that this is prevented 
by the capitalist production and ownership relations which would result in turning econ- 
omy based on MMT policies into crisis. Therefore, they are sceptical about the model of 
economy proposed by MMT. Although various models of economic planning without 
fiat money have existed for a long time (Albert and Hahnel 1992; Cockshott and Cottrell 
1993), Marxists assume the existence of some transition between capitalism and social- 
ism in the form of a mixed economy, state capitalism or market socialism. I think that 
during this period MMT’s functions may have some sense. It suffices to point out that 
already the so-called real socialism economies, despite various problems, by trading in 
inconvertible tokens, were formally able to provide full employment, although this did 
not protect them against the effects of misplanning and overheating the economy. 
In the realities of a transitional form, e.g., market socialism, the ELR concept could 
counteract temporary unemployment or over-employment in state-owned enterprises 
or cooperatives, where that kind of problems could threaten their viability. Assuming 
that during the transitional period the bulk of property would become nationalized/ 
socialized, this would also mean implicitly a reduction in the scope of the class struggle 
and its impact on prices, with the result that ELR would have a real chance to function as 
a nominal anchor. The acquisition of the dominant position by socialized property would 
also mean greater opportunities for the people’s owned state to create money for invest- 
ment purposes, since the supply side would not be so burdened with profit rate restric- 
tions. Also, socialization of economy itself could be more peaceful if the state’s 
possibilities of money creation were used, for example, to buy out capitalist enterprises. 
These are obviously hypothetical considerations that draw attention to the possibility of 
positive implications of MMT—I think that all of its positive sides about fiscal policy and 
unemployment reduction can be actually derived already from the Marxist economics. 
After all, the above implications concerning a monetary and fiscal policy in the transition 
period can be traced back to the Marxist theory of money itself, which respects the reality 
of fiat money and realizes that the creation of money must remain connected with the 
real value of goods produced in a real economy. 


Conclusion 


Both Marxists and MMT supporters exclude the neutral character of money, recognizing 
its endogenous nature. Moreover, they negate the assumptions of the quantity theory of 
money as far as inflation is concerned. These are, however, very general features that link 
Marxism and all other endogenous monetary theories. MMT also assumes that the only 
limit to the creation of fiat money is inflation, which is based on the value of real goods. 
Thus, MMT and Marxism share a realistic view on the sphere of work and production. 

The differences between MMT and Marxism are at a higher level; although there is a 
relative consensus with regard to the properties of credit money in the everyday life of the 
capitalist economy, differences appear in theoretical considerations concerning the real 
form and value of money. Advocates of MMT did not recognize historically heteroge- 
nous character of money forms and its functions, being focused exclusively on its credit 
nature. Marxism here is characterized by a deeper perspective, while MMT adopts reduc- 
tionist explanations. In this respect, Marxism seems to be a more sophisticated 
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theoretical proposition which leads to more practical considerations than MMT with its 
utopian perspective of the reformist capitalist economy that allegedly could be stabilized 
by loose fiscal policy. Neo-chartalists could learn a great deal from Marxist analyses, for 
example, by noting the problem of stabilizing the value of currency, interconnections 
between different money forms and commodities in capitalist realities and the impor- 
tance of class struggle in the distribution of national income. The Marxist monetary the- 
ory certainly is difficult to assimilate due to a high level of abstraction (Nelson 2001), 
which probably makes MMT more accessible for common reader. However, the Marxist 
theory is highlighting the contradictions within the reformist fantasies proposed by neo- 
chartalism, which are reflections of the inherent contradictions of capitalism itself. 
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